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Bush Tries to Shrink S.E.C. Raise
Intended for Corporate Cleanup

Asks Congress to Cut Budget Increase He Signed

By STEPHEN LABATON

WASHINGTON, Oct. 18 — Less
than three months ago, President
Bush signed with great fanfare
sweeping corporate antifraud legis-
lation that called for a huge increase
in the budget of the Securities and
Exchange Commission to police cor-
porate America and clean up Wall
Street.

Now the White House is backing

off the budget provision and urging
Congress to provide the agency with
27 percent less money than the new
law authorized.

Administration officials say that
their proposed increase is enough

and that other budgetary needs, like

the military and security against ter-

rorism, make it impossible to afford

more. _ o
_ The decision has angered commis-
sion officials and Democratic law-
makers, who say that it reflects the
administration’s calculation - that
corporate scandals have begun to
recede as a political issue. They say
that the administration’s more mod-
est increase will not be able to pay

for the expanded role of the agency,
bring salaries up to levels at other
financial regulatory agencies, fi-
nance the start-up costs of an. ac-
counting oversight board and signifi-
cantly expand a staff that is already
overwhelmed. _

Under the corporate clean-up
legislation, the commission’s budget
— which for years has barely kept up
with inflation, let alone the steep rise
in stock ownership — was authorized
to increase by 77 percent, to $776
million. But as Congress wrestles
with the spending measures that ac-
tually appropriate money to federal
agencies, the White House is requesg-
ing $568 million for the. S.E.C, offi-
cials said, or an increase of about 30
percent over last year’s budget of
$438 million.

- Harvey L. Pitt, the commission’s
chairman, has acknowledged
through.a spokesman that the ad-
ministration’s level of financing will
not allow it to undertake important
initiatives. . )

The White House has put Mr. Pitt
in the awkward position of having to
choose between Congressional Dem-
ocrats who want a larger budget and
administration officials who want
less. Brian Gross, the commission’s
director of communications, said
that Mr. Pitt was concerned that the
agency would not be able to do many
of the technology and enforcement
projects that he would like if the
commission received only what the
White House has recommended.

“It doesn’t allow for a lot of new
initiatives,”” Mr. Gross said. On the
other hand, he said, Mr. Pitt appreci-
ates that the White House has to
juggle other budget issues that would
prompt the -administration to sup-
port the lower figure.

The commission’s budget became
‘a major political issue as the wave of
corporate scandals illustrated the
agency’s difficulties in policing ma-
jor public companies and Wall
Street. Through most of the year, the
administration opposed calls by
Democrats for bigger increases in
the agency’s spending allocation. But
after the collapse of WorldCom this
summer, the president cited the larg-
er spending increase when he signed
the corporate . overhaul measure,
known for its prime sponsors as the
Sarbanes-Oxley Act, at a ceremony
in the East Room on July 30.

‘‘Corporate misdeeds will be found
and will be punished,”” Mr. Bush said
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over its $438 million budget from last
year, which was widely considered
inadequate, to begin hiring another
100 staff members to join its 3,100
current employees. As a result, near-
ly a year after those corporate scan-
dals began with the collapse of En-
ron, commission officials say that
they have struggled to keep up with
their growing responsibilities and
caseload.

Senior agency officials say that
they are still unable to open many of
the investigations that they want and
that, as cases near trial, they will be
stretched thin. The agency’s comput-
er systems have not been updated in

many years. The agency is unable to

review the vast majority of corpo-

rate documents filed every day. And
one investment house alone, Merrill
Lynch, has more professionals in its
legal and compliance departments
than the commission’s entire en-

forcement staff.

The problems were supposed to be

fixed by the Sarbanes-Oxley Act, 3

which set a $776 million authorized
budget. But now, administration offi-

cials say Mr. Bush supports a more 3
modest increase, of $130 million, to

$568 million.

“The president does believe the
S.E.C. has a substantial mission, and
we think $568 million is sufficient to
carry that out,” said Amy Call, a
spokeswoman for the White House
Office of Management and Budget.

Administration officials say that
the budget figure in the law is too
high, considering other needs. They
say that the agency would be able to
carry out more investigations, in-
crease its work force and raise pay
levels with the more modest budget
proposed by the White House.

Briefing reporters aboard Air
Force One, Ari Fleischer, the presi-
dent’s spokesman, said it was a ma-
jor accomplishment that Congress
recessed without increasing any
spending.

“Typically, when Congress leaves,
they pay an exit fee, where spending
is increased above and beyond what
the Congressional budget authorized,
and the taxpayers are always the
victims,” Mr. Fleischer said. ““This
year, the chain was broken.”

Senator Paul S. Sarbanes, the
Maryland Democrat who was the
principal author of the legislation,
called the White House position *‘dis-
heartening” and said that its pro-
posed budget would fall far short of
what is necessary for the agency to
be effective.

“I can’t understand why they are
taking this position,” he said. “We

. Agence France-Presse
President Bush on July 30, signing the Sarbanes-Oxley Act, which in
part authorized an increase of the S.E.C. budget to $776 million. Now,
however, the White House has scaled that figure back to $568 million.

didn’t pull the $776 million out of a
hat. The costs of increasing pay, hir-
ing new staff and increasing the vol-

-ume of their business presents a case

for a higher budget that is over-
whelming.”

The law calls for $102 million for
raises and $108 million for. better
computer systems and financing for
restoring the agency after the Sept.
11 attacks that destroyed its New
York offices. It also proposed $98
million to pay for 200 additional audi-
tors, investigators and prosecutors.
Budget officials estimate that the
new accounting board will need $25
million to $50 million to start. That
money is to come from the commis-
sion’s budget and be repaid later by
the accounting profession.

In July, shortly before the meas-
ure was adopted, a Senate commit-
tee led by Ernest F. Hollings, Demo-

“crat of South Carolina, passed a-

$750.5 million appropriations meas-
ure for the commission. The meas-
ure has since languished as Demo-

crats and Republicans have been un-
able to reach agreement in the House
and the Senate on the federal budget.
Democrats said that the White
House position reflected the calcula-
tion that the corporate scandals have
moved to the back burner, and there-
fore the White House does not need to
honor the provision in the legislation
that calls for the higher financing.
“My sense is this is a White House

that is sensing some political relief

that this is no longer the issue on the

table so they can take a political pass |

on this,” said Senator Christopher
Dodd, the Connecticut Democrat who
heads the Senate Banking subcom-
mittee on securities and investment.
““They touched the critical issues last
summer, and now it’s gone. Now the
issue is Iraq all the time.”

*“I think they are politically mis- '

taken and also dangerous substan-
tively,” Mr. Dodd said. “You have to
have the resources and do the job.
You need the right cops on the beat to
get it done.”
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New SEC Oversight Panel Awaits Budget Resolution

By MICHAEL SCHROEDER

gave initial approval in July to a record -

$750 million SEC budget—slightly less than
the Sarbanes-Oxley Act recommended.
Since then, the House and Senate have
failed to agree on a final budget.
Congress recently approved a measure
to fund most government agencies at last
year’s budget outlays through Nov. 22. At

“thatlevel, the SEC says it would be hard-

pressed to pay the accounting board'’s first-
year expenses, which could reach $50 mil-
lion. The legislation requires the SEC to

.. “advance” the start-up costs of the organi-

zation; the agency will be reimbursed later
from fees collected from accounting firms
and public companies that will be used to
permanently fund the new board.

If Congress doesn’t soon appropriate at
least $750 million, said SEC Commissioner
Harvey Goldschmid, “It will be disaster for
us. It will create cash-flow problems.”

By law, the SEC must name the five
members of the new panel, the Public
Company :Accounting Oversight Board,
by next Monday. Board members, who
are expected to be paid about $400,000 a
year, will begin meeting in a few weeks.
The SEC also must provide money for the
board’s legal counsel, office space, and
technical and professional staff.

SEC Chairman Harvey Pitt said last
week that the agency is close to naming
the board members. The decision was de-
layed over a disagreement regarding the
choice for the chairman’s slot. The SEC is
narrowing possible candidates for that
post following a dispute over the candidacy
of John Biggs, chief of university teacher
pension fund TIAA-CREF. Though Mr

— -

Biggs is still considered a possible choice,
Capitol Hill Republicans and the account-
ing industry remain wary of his record of
reining in his fund’s outside auditors.

At the top of the list now is William
Webster, a former director of the Central
Intelligence Agency and the Federal Bu-
reau of Investigation. Others receiving seri-
ous consideration are Susan Phillips, dean
of the George Washington University busi-
ness school here, who is a former Federal

-Reserve governor, and Mary Schapiro,

vice chairman of the NASD, formerly the
National Association of Securities Dealers.

The commission has plenty of candidates
for the four remaining board slots. The front-.
runners for the two professional-accountant
seats are Donald Kirk, a past chairman of
the Financial Accounting Standards Board,
and Charles Niemeier, the chief accountant
in the SEC’s enforcement division.

Among the leading candidates for the:

‘public board members are Kayla Gillan,

former general counsel of the California

- Public Employees’ Retirement System,

and Denise Voigt Crawford, securities com-

. missioner for the state of Texas.




Under Pressure from Democrats,
Bush Offers to Increase SEC Budget

By MICHAEL SCHROEDER -
And Joun D. McKINNON
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ports and across-the-board raises. But
in juggling budget needs for various
agencies, the White House has sought
SEC funding of $200 million less than

‘every penny,”
subsequently they pass’ed_Sarb'anes-Ox-}

‘The Senate Appropriations Commit-
tee in July initially. approved a record
$750 million SEC budget. Congress’s fi-
nal decision on SEC funding is hung up
in spending bills that lawmakers failed

- to pass before adjourning to campalgn

for midterm elections.
' The additional money that Sarbanes-
Oxley called for includes $102 million

. for SEC staff raises; $98 million to pay"
. for 200 additional auditors, investiga-

tors and attorneys; and $108 million for

- better computer systems and to pay for

new regional offices in New York, which
were destroyed in the Sept. 11 attacks.

- Under the White House budget request,

the agency would have to forgo most of

" that money. .
" Sen. Paul Sarbanes (D., Md) chair-

man of the Senate Banking Committee
and co-author of the bill, sent Mr. Bush
a letter warning that the SEC’s “effec-
tiveness will bé seriously compromised”

~unless it gets more money.

Mr. Daniels sought to downpla& con-

" “cern about the SEC budget, .saying,
“We're talking about the difference be-

tween a huge increase and a gigantic
one.” He said the White House request

-was based on Mr. Pitt’s own request and’

was arrived at before Sarbanes-Oxley

- passed.

The $568 million “is not an arbltrary
number, it was Chairman Pitt’s request,
Mr. Daniels said. “And

ley, and if that means in the next 12
months he needs more, we’ll try to ac-
commodate it.” He suggested Mr. Pitt
already may be worklng on a new re-
quest. -
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While the SEC’s resources are
stretched, the enforcement staff worked
harder and faster this past yeat to
clamp down on financial wrongdoing,
Mr. Pitt said at a directors’ education
institute at Duke University in North
Carolina.

“The scandals underscore what we
-already knew—confidence cannot be
maintained if the public believes that
corporate leaders, their advisers or
their cohorts are ‘gaming’ the system
and focusing principally, if not exclu-
sively, on their own personal gains,”
Mr. Pitt said.

He added, “We must reassure inves-

~ tors that such abuses of the system are

not, and will not be allowed to become,
the norm in American business.”

The SEC enforcement team, led by
Stephen Cutler, brought more account-
ing-fraud cases than. ever—163 last
year, 46% higher than the 112 filed in
2001. The fast pace—part of Mr. Pitt’s

“real-time” enforcement—is impressive
because accounting fraud usually in-
volves the most comphcated and time-
consuming inquiries.

As part of those cases, the SEC
sought to ban 126 executives and direc-
tors from working in corporate board:-
rooms, well more than double what it

. sought in the previous year. It also or-

dered defendants in all 2002 cases to
surrender $1.32 billion in ill-gotten
gains, .more than double the funds
sought the year earlier. .

Bush to Consider More S.E.C. Financing

Congress requested.

THE NEW YORK TIMES,

THURSDAY, OCTOBER 24, 2002

WASHINGTON, Oct. 23 (Bloom-

berg News) — The Bush administra-
tion said today that it would consider
increasing financing for the Securi-
ties and Exchange Commission be-
yond a 30 percent increase that
White House officials last week said
was enough for the agency.

“We will work with the Congress
to make sure” the commission “has
the resources it needs,” the White
House spokesman, Ari Fleischer,
said today.

The S.E.C. requested $568 million
for the current fiscal year, a 30 per-
cent increase. Congress called for a
77 percent increase in legislation set-
ting up a new board to review ac-

counting standards after Enron and
WorldCom declared bankruptcy.
Last year’s S.E.C. budget was $438
million.

Final financing for the agency will
be worked out when Congress re-
turns after the Nov. 5 elections.

Democrats including Representa-
tive Edward J. Markey of Massachu-
setts said President Bush’s refusal to
support the full $776 million Congres-
sional budget increase for the S.E.C.
was an example of Republican foot-
dragging on corporate accountabil-
ity measures needed to restore in-
vestors’ and workers’ confidence.

The commission is conducting a
record number of investigations,
said a spokesman, Brian Gross.



